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SUMMARY 


In 1980, South Africa enjoyed an impressive 8.1 percent rate of 
real growth in gross domestic product (GDP). Along with the boom, 
the economy also confronted two conditions inhibiting the con- 
tinuation of so high a growth rate. Physical plant capacity 
became strained, with industrial capacity utilization at an aver- 
age of almost 90 percent for the year. At the same time, the 
high level of economic activity ran up against limits imposed by 

a relative shortage of skilled labor. In 1981, the economy began 
to cool off, and the rate of real economic growth is now expected 
to be 4-5 percent, still impressive when compared with the present 
experience of OECD (Organization for Economic Cooperation and 
Development) countries. 


Domestic demand remained strong in 1981, leading to an increase 
in the already high rate of inflation. Continued strong demand 
increased the import bill significantly while sluggish economies 
in South Africa's major trading partners reduced demand for South 
African exports. The decline in the international price of gold, 
by far South Africa's most important export, exacerbated the 
Situation. Whereas there was a surplus of over $3.5 billion on 
the current account in 1980, a deficit of almost that amount is 
expected for 1981. However, South Africa holds extensive gold 
and foreign exchange reserves and has a strong potential for 
foreign borrowing to see it through the current balance of pay- 
ments difficulties. 


The cyclical downswing in the economy is expected to continue 
during 1982 when the real growth rate of the economy may halve 
again to about 2 percent, or perhaps less. Recovery will begin 
in the middle or second half of 1982 as demand for South African 
exports responds to increased economic activity in the United 
States and Europe. Movements in the gold price will accelerate 
or retard the process. 


In domestic economic policy, South African authorities have made 
their principal target the present, unacceptably high inflation 
rate of 15.7 percent. As a result of anti-inflationary Government 
policies, interest rates climbed during 1981 and the growth rate 
of the money supply fell substantially. With a continued strong 
domestic demand, however, a Significant decline in the inflation 
rate is not expected until later in 1982. 





In 1980, the United States was South Africa's most important 
single trading partner. U.S. exports continued to show strong 
growth in 1981, totaling $2.2 billion for the first 9 months. 

For 1981 as a whole, U.S. exports were expected to top $3 billion. 
Despite an anticipated decline in domestic demand during 1982, 
there will remain good opportunities for American exporters, 
especially for capital goods. Investment expenditures will be 
supported by continuing large public sector outlays. 


CURRENT ECONOMIC TRENDS 


National Income: The boom period in the South African economy 
peaked in 1980, with a real rate of growth in gross domestic 
product (factor cost) at an impressive 8.1 percent. Virtually 

all sectors contributed to the growth. In real terms, agricul- 
tural production grew by the greatest amount, 13.4 percent. The 
manufacturing industry, however, starting at a base just three 
times as high as agriculture, grew over 12 percent and therefore 
made a greater contribution to overall growth. Only mining output 
fell back in 1980 in real terms, by a little less than 1 percent. 
In nominal terms, all sectors grew substantially. 


On the expenditure side, private consumption grew by almost 9 per- 
cent in real terms. Domestic investment topped 13 percent, led 

by the private sector (22 percent) and parastatal organizations 
(14 percent). Other Government investment actually dropped off 
slightly in real terms. Inventories increased significantly 
during the year as foreign demand fell off. 


After 1980's strong economic growth, constraints in sustaining 
continued expansion were encountered in 1981 due to the acute 
shortage of skilled labor and the high degree of industrial 
capacity utilization. Already at 88.5 percent last year, the 
average rate of capacity utilization climbed by more than another 
percentage point during the first half of 1981. While agricul- 
ture's contribution to growth in 1981 increased due to favorable 
growing conditions and a record harvest, in other sectors there 
was little growth. Value added in mining has declined. The 1981 
real rate of growth is expected to drop off to around 4 percent. 
A further decrease, perhaps to around 2 percent, is forecast 

for 1982. 


Although growth slowed in 1981, domestic demand remained buoyant. 
Fixed investment rose sharply in the first half of the year as 
did private consumption expenditure after a fall in the first 





quarter. In each year from 1977 through 1980, gross domestic 
savings were greater than gross domestic investment, so during 
that period South Africa was a net capital exporter. In 1981, 
the pattern reversed. Imports continued to climb while there was 
a decline in both exports and the net gold output. This contrib- 
uted to a growing deficit in the current account. Reflecting the 
continued strength of private consumption expenditure, personal 
Savings were negative in 1981 as they were in 1980, as consumers 
borrowed to finance their purchases. 


Population and Labor: South Africa's 1980 census and other recent 
population studies put the country's total population (including 
the so-called "independent" homelands of Venda, Transkei, and 
Bophuthatswana) at an estimated mid-1980 figure of 27.9 million. 
The economically active population, including foreign African 
workers, is estimated to be in excess of 11 million. The African 
portion of this workforce is approximately 8 million, or 73.7 per- 
cent of the total. 


The recent period of economic boom conditions put severe pressure 
on South Africa's limited supply of skilled labor. The labor pool 
has been augmented to some extent by immigration (a record 30,000 
in 1980) while some legal impediments to black employment and 


advancement have been eliminated. The acute shortage of skilled 
labor, however, threatens further rapid economic growth. 


Co-existing with the shortage of skilled labor, there remains 
serious unemployment among the (largely black) unskilled labor 
force. Both the Government and the private sector have been 
making efforts to increase the amount and quality of black educa- 
tion (the 1981-82 Government budget has a greater increase in 
expenditure for black education than for any other area), but 
these efforts cannot be expected to have a major impact in the 
short run. Demand for skilled labor has increased and thus con- 
tributed to inflationary pressures. Although black wage rates 
have had larger percentage increases than wages for whites in 
recent years, the base wage rate for blacks remains low. In 1980, 
black consumption expenditures represented 40 percent of the 
country's total. It has been privately estimated that a real 
growth rate of about 6 percent is necessary for the economy to 
absorb the number of new entrants to the labor market each year. 


Black labor was given the right to organize in 1979. Labor mili- 
tancy among blacks over such issues as wage levels and pension 
rights has grown with union organization. Furthermore, black 





organized labor has shown a tendency to refrain from joining the 
officially sanctioned system of labor organization (i.e., a reluc- 
tance to register with Government authorities, arguing that regis- 
tration would lead to increased Government control). There has 
also been a preference to initiate bargaining at individual plant 
Sites rather than in the official system of industry-wide nego- 
tiations. The number of strikes and other labor-initiated work 
stoppages more than doubled in 1980 over 1979, and such activity 
continued to be widespread in 1981. 


Agriculture: Following a disastrous drought during the 1980-81 
Sugar growing season, which resulted in a 23 percent decrease in 
production, plentiful rain during 1981 has allowed the sugar 
industry d Industry observers predict a 2 million ton 
season with further increases in 1982-83. 
1981, projections for sunflower seed and 
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Building and construction activity remained at a high level during 
most of 1981 due to orders placed in 1980. A slowdown is antici- 
pated in 1982 due to higher interest rates, costs, and materials 
shortages. In addition, with little increase in Government spend- 
ing, public building is expected to be limited. 


Government Finance: The Government's fiscal year runs April 1 
through March 31. Since general elections were held in April 
1981, announcement of the FY 1981-82 budget of 15,871 million 

rand was delayed until August. The 1981-82 budget total is almost 
17 percent above actual expenditures of the previous year. Allow- 
ing for the current rate of inflation, however, there will be 
little real growth in Government spending leaving the monetary 
authorities to implement the Government's pro-cyclical policy of 
economic "consolidation" and balance of payments adjustment as 

the economy cools down. The greatest increases in Government 
expenditure are budgeted for defense (up 30 percent) and black 
education (up over 50 percent). 


Receipts from the taxation of gold sales are expected to fall in 
the current fiscal year. In 1980, receipts totaled 2.8 billion 
rand contributing a record 20 percent of Government revenue before 
borrowing. Government revenues are expected to decline slightly 
in 1981-82, from 13.8 billion rand the previous year. In the 
absence of adjustment of tax brackets, the effect of fiscal drag 
on non-gold-related income may increase collections from this 
source over the amounts anticipated in the budget. In general, 
the composition of Government revenues has been shifting from 
direct to indirect taxation. In FY 1981-82, income from indirect 
taxation was 40 percent of the total compared with 35 percent in 
FY 1973-74. Rapidly increasing collections from the 4 percent 
general sales tax (GST) are largely responsible for the shift. 

It has been argued that if the budget is increased by 20 percent 
or so in the next fiscal year, the GST or income tax rates will 
have to be raised to avoid excessive Government borrowing. 


The financing requirement for FY 1981-82 has been estimated at 
5.5 billion rand, including refinancing of existing debt and 

2.7 billion rand to cover the current fiscal year budget deficit. 
Almost 90 percent of the total requirement is to be met from 
domestic sources. 


Money and Prices: The rate of inflation, as measured by the 
average annual increase in the Consumer Price Index (CPI) was 
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pressure on the balance of payments, this tended to increase the 
money supply. 


Balance of Payments and Trade: Led by large increases in the 
value of gold exports in 1979 and 1980, the current account of the 
balance of payments in both years showed a surplus of more than 

$3 billion. In 1980, for the first time, the value of gold ex- 
ports was greater than that of the total of all other exports 
combined. With a far lower gold price prevailing in 1981 and 
sluggish economic activity in South Africa's major trade partners, 
the value of the country's exports fell by some 14 percent during 
the first three quarters. At the same time, demand for imports 
remained strong and the value of imports rose some 30 percent. 
Combined with South Africa's usual large deficit on services the 
trade deficit is expected to produce a current account deficit of 
more than 3 billion rand for 1981. 


South Africa is normally an importer of long-term capital. How- 
ever, in 1979 and 1980, large current account surpluses permitted 
a temporary reversal of this situation (a net outflow of $1.2 
billion in 1979 and $784 million in 1980), primarily in liquida- 
tion of foreign debt. Total reserves of gold and foreign ex- 
change also increased, by almost $2.5 billion in 1979 and almost 
$2 billion in 1980. In 1981, South Africa returned to its role 
aS capital importer. During January-June 1981, imports totaled 
$346 million in long-term and $780 billion in short-term capital. 


During the first three quarters of 1981, the commercial rand 
depreciated by more than 20 percent against the American dollar. 
The financial rand (the medium for the movement of most invest- 
ment capital into and out of the country) fell as well. The 
downward movement of the rand in large part reflects the strength 
of the dollar. Continuing inflation and balance of payments dif- 
ficulties will inhibit an early recovery of the rand. The de- 
pressed value of the rand should assist the balance of payments 
adjustment process. While this process is underway, it is un- 
likely that the Government will press forward with its stated 
policy to reduce exchange controls. 


The Reserve Bank's total gold and foreign exchange holdings fell 
by $500 million during the first half of 1981. Almost 90 percent 
of the remaining reserves consisted of gold. South African offi- 
cials have pointed out that despite the current problems with 

the country's balance of payments, South Africa remains eminently 
credit worthy. The Reserve Bank has been borrowing foreign 
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exchange abroad recently and in early November announced that it 
had entered into gold swap (the use of gold as collateral against 
foreign exchange loans) arrangements as it had in 1976 and 1977 
uring an earlier period of balance of payments difficulties. 
ne Bank pointed out that gold swaps do not increase the liquidity 
f domestic banks and so are not contrary to a restrictive domes- 
ic monetary policy. 
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Africa presents American exporters with their largest mar- 
in Africa and an important market by world standards as well. 
South African economy is highly dependent on imports: at a 

of $18.2 billion in 1980, imports represented almost 24 
ent of gross national product (GNP) that year. The U.S. 

of South African imports was 13.4 percent of the total, as 
U.S. emerged as South Africa's single most important supplier, 

position maintained during the first half of 1981. South 
frican imports may rise by as much as 25 percent in 1981 as cur- 
ent investment and domestic supply shortages sustain a high level 
import demand. A number of major purchases from the United 
(e.g., draglines for coal mines and new aircraft) are 
already in the pipeline, and it is most likely that the United 
States will remain at or near the top of suppliers to South Africa 
in 1981. In 1982, growth in imports from the U.S. will probably 
fall off with total South African imports. 


In 1981, a number of private sector investment plans, showing good 
potential for U.S. exports, were announced in the Richards Bay 
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area. In addition to the coal facilities expansion, Mondi Paper 
announced plans to construct one of the world's largest paper 
pulp mills in Richards Bay. Triomf Fertilizers plans to spend 
$30-35 million expanding Richards Bay facilities to broaden its 
range of products. Alusaf, South Africa's sole producer of 
primary aluminum, is arranging financing to begin an expansion 
program at Richards Bay to double its output. Huletts Corpora- 
tion announced plans to build South Africa's largest sugar mill, 
which is estimated to cost $116.6 million and will replace two 
smaller mills. 


Government parastatals will continue large-scale investment proj- 
ects. ISCOR, the large steel producer, is currently having a 
new induction furnace erected at its Newcastle, Natal works. [In 
conjunction with the coal expansion program at Richards Bay, 
South African Railways and Harbors has a $620 million program 
underway to improve rail links to the coal fields. ESCOM, which 
supplies over 90 percent of South Africa's electricity, plans the 
commissioning of a series of new power stations over the next 
decade. Given projected demand the value of orders for power 
stations, boilers alone could be over $13 billion during the 

next 15 years. 


Investment: The book value of U.S. direct investment in South 
Africa was $2.3 billion at the end of 1980, up 20 percent over 
the previous year. The growth was due overwhelmingly to retained 
earnings of the South Africa affiliates of U.S. firms. There 

are approximately 350 affiliates of American companies now operat- 
ing in South Africa. During 1981, several American companies 
have shown interest in increasing existing investments or invest- 
ing in new ventures in the country. American companies consider- 
ing investment in South Africa should take into account the 
effects of special economic and political circumstances within 
the country, including the system of legalized racial discrimina- 
tion, on the prospects for long-term stability. Potential and 
present American investors should also give careful consideration 
to relations with their black workforce. The U.S. Government 
strongly urges U.S. firms to assume responsibility for the ade- 
quacy of worker compensation to permit a decent standard of 
living for all employees. It supports the Sullivan Principles, 
which call for fair and equal treatment of all employees and 
advancement opportunities for black workers. 


Special Marketing Conditions: While the United States maintains 
normal commercial relations with South Africa and U.S.-South 
African trade is generally unrestricted, a validated export 
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license is required for export to South Africa of: items con- 
trolled pursuant to the United Nations arms embargo; aircraft; 
all U.S.-origin commodities, parts, components, and technical 
data for military and police entities (per Export Administration 
Regulation 175); and computers for Government consignees. Ex- 
port license applications will be denied for all items controlled 
pursuant to the United Nations arms embargo of South Africa; 
generally be considered favorably on a case-by-case basis for 
aircraft for which adequate written assurances have been obtained 
against military, paramilitary, or police use; be denied for 
military or police entities except, on a case-by-case basis, for 
medicines, medical supplies, and medical equipment not primarily 
destined to military or police entities or for their use; and 
generally be considered favorably on a case-by-case basis for 
computers that would not be used to support the South African 
policy of apartheid. 


The Export-Import Bank of the United States (Eximbank) does not 
make direct loans to South African buyers of U.S. goods and 
services. Eximbank may guarantee loans for South African purchases 
of U.S. goods and services, subject to the conditions of the 1978 
Evans Amendment. However, no new Eximbank guarantees have been 
approved since the end of 1978. 


Further information on trading with and investing in South Africa 
is available in the U.S. Department of Commerce's Overseas Busi- 
ness Report, "Marketing in South Africa." 


Standard commercial assistance and guidance in employment prac- 
tices for South Africa are available from the U.S. Embzssy and 
Consulates General in South Africa and from the U.S. Departments 
of State and Commerce in Washington, D.C. 





